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OFFICE OF THE SECRETARY
STATEMENT OF HON. SPENCER ABRAHAM, SECRETARY
OPENING STATEMENT OF SENATOR CONRAD BURNS

Senator BURNS. We're going to call the committee to order this
morning, Mr. Secretary, thank you for coming. I've got a brief
statement on my opening and then the ranking member, Senator
Dorgan, will be along soon and we will take his statement and if
he has questions, we will allow him to do that. He’s running on a
tight tether today, and I understand you are too. And I think we
are going to have a stack of votes this morning, and with the Presi-
dent being in HC-5, once you get into the bowels of that building,
it takes a while to free yourself.

First of all, we're glad to see you here to discuss the budget this
morning for the Department of Energy. I know we struggled a bit
to get this hearing on your schedule and I know you made some
changes to accommodate us, we appreciate that.

The Department’s request for activities under the subcommittee’s
jurisdiction represents an effective cut of around $120 million. That
is a considerable reduction for energy activity. Of course the reason
it falls under this committee is because of the vast amount of our
energy found on public lands under our jurisdiction. We can quib-
ble over transfers and deferrals, but I think it’s fair that we discuss
some of these reductions as that is the reason we hold these hear-
ings.

Within the total you have requested, there are some very healthy
increases in some selected programs. The budget increases weath-
erization by $65 million, in keeping with the President’s intention
to double the program. The budget includes $40 million for the Na-
tional Climate Change Technology Initiative for climate change-re-
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lated research, $23 million of which is under this subcommittee’s
jurisdiction. And the budget increases fuel cell research within the
Office of Energy Efficiency by $22 million, and includes the in-
creases to support the President’s Freedom Car Initiative.

We are anxious to hear more about these proposals, Mr. Sec-
retary, and I expect you will find at least conceptual support for
many of them from this subcommittee. The problem is that the
budget also includes fairly severe cuts in other important pro-
grams. The oil and gas programs within the Office of Fossil Energy
have been cut in half. The fuels program within the Office of Fossil
Energy has been completely eliminated, and the Industries of the
Future program has been reduced about two-thirds.

We recognize, Mr. Secretary, that you are compelled to operate
under some fairly restrictive budget constraints and we are cer-
tainly not opposed to reducing some programs in favor of others as
national priorities change, and as successes and failures in your re-
search programs become known.

But I think what you will find concerns us most is the severity
of some of these reductions, and the fact that some of them may
result in us failing to capitalize on important research that has
been supported by this committee for many, many years, and the
research done in those areas has been fairly sizable. It is impor-
tant, Mr. Secretary, to maintain a robust and balanced R&D pro-
gram in the Department, one that enhances our Nation’s energy se-
curity and enables our economy to grow without sacrificing envi-
ronmental quality, and I think the focus today will be whether your
budget request is adequate to sustain such a program.

Your testimony will help us as we begin to draft this appropria-
tions bill under some very tight constraints and again, we appre-
ciate you being here this morning. I think it will also help our de-
liberations on the energy bill, which I hope the Senate will return
to after the Memorial Day recess.

I now turn to our ranking member, my good friend from North
Dakota, Senator Dorgan. Good morning.

OPENING STATEMENT OF SENATOR BYRON L. DORGAN

Senator DORGAN. Senator Burns, thank you very much, and
thank you for holding this hearing.

Senator BURNS. You didn’t bring any more weed this morning?

Senator DORGAN. Since we’re dealing with the Energy Depart-
ment, I should have brought a gallon of gas perhaps, but the chair-
man is referring to a noxious weed that I brought to the last hear-
ing, but I am not going to do that in the future. I didn’t know it
was very effective.

Let me thank the Secretary for being here. The Secretary and I
had a chance to visit yesterday, and I know that you are under cer-
tain restraints, that there really isn’t any way that you could tell
us or the audience, or for that matter the press what you really
think of the Office of Management and Budget. So, I will not ask
you about that, but let me raise a couple issues, some of the same
issues that Senator Burns raised.

You know I'm concerned about the decrease for energy conserva-
tion research, I talked to you about that yesterday. I think cutting
energy conservation research is moving in exactly the wrong direc-
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tion. I appreciate that the funding for the larger energy efficiency
and renewable office funded in the energy and water bill is up
slightly less than 1 percent, but renewable energy research, while
important in its own right, is not a substitute for efforts focused
on conserving the amount of energy we use. We use a prodigious
amount of energy in this country as I've stated, and it is exactly
the same calculation, and we consume 25 percent of the world’s en-
ergy, which points to our need to focus on research and develop-
ment efforts in reducing the amount of energy consumption, so I'm
concerned about that.

My colleague Senator Burns said that the budget severely under-
cuts fossil energy R&D, which accounts for 85 percent of the energy
resources in this country. Over half of our electricity comes from
coal, and oil and natural gas account for almost 100 percent of our
transportation energy needs. Because of this, environmentally
sound approaches to the management of fossil energy certainly is
essential to our national energy security.

Now, we need money for new initiatives, but money for new ini-
tiatives should not come from other initiatives that are also very
important. We talk about a hydrogen economy and fuel cells, and
I am very appreciative of the present research in that area and this
is a direction we ought to head, I don’t think you can overstate the
importance of that. It is very important. I have said that we need
an Apollo-type program, a program that is bold and aggressive, and
I suggested around $6.5 billion over a period of years. But having
said all that, I'm very impressed that the administration put itself
on record saying let’s move in this regard. So the question isn’t the
direction so much as it is velocity, and I hope that we can wrap
this up into an Apollo-type program. But we should not be believ-
ing that even as we move in that direction we are going to some-
how diminish the use of coal, oil and natural gas long into the fu-
ture, and the ability to do that in a thoughtful way requires that
we have adequate research.

As Senator Burns knows, we have a Commerce Committee hear-
ing ongoing at the moment and I have another appropriations sub-
committee as well, so I will not be able to stay for questions, Mr.
Secretary, but you and I covered most of our concerns yesterday in
the meeting in my office. And again, I was pleased to serve with
you in the Congress, here in the Senate, and I am really pleased
you are where you are.

Secretary ABRAHAM. Me as well, thank you, Senator.

Senator BURNS. Thank you, Senator Dorgan. Mr. Secretary, we
look forward to your statement.

SUMMARY STATEMENT OF HON. SPENCER ABRAHAM

Secretary ABRAHAM. Thank you, Mr. Chairman, and you and the
ranking member, we obviously served together for a number of
years and have come to these projects we work on together from
a background of previous successful collaboration, and I look for-
ward to continuing that again this year.

Mr. Chairman, what I propose is that I submit most of the testi-
mony I have here for the record rather than in an oral presen-
tation, give a very brief overview so that we can move ahead with
the hearing.
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Our fiscal year budget for the Department of Energy, both the
component within this subcommittee as well as the component
within the Subcommittee on Energy and Water is a request for
$23.4 billion, and we believe it will allow the Department to help
address a number of issues that relate to America’s safety and se-
curity. This amount is $1.3 billion above the fiscal year 2003 budg-
et request, which is a 5.9 percent increase overall.

We do recognize, Mr. Chairman, the critical contribution of en-
ergy on national defense, that the environment and science and
technology make to a prosperous as well as a peaceful future, and
I think this budget continues that work. With regard to our energy
work, the energy sector, this budget submission is collectively be-
tween both subcommittees $2.5 billion. We think it will allow us to
continue our wide-ranging efforts that will lead to the eventual
transformation of our energy economy.

I think the most exciting work and promising areas of long-term
research and technology expansion either fall wholly or in large
part within the province of this subcommittee, so I think not just
this year but in the years ahead, we are going to see a great deal
of activity going on in programs that this subcommittee has appro-
priations responsibility for.

Our fossil energy promotes this administration’s belief that coal
must be a critical part of our long-term energy future. We recognize
coal is abundant, it is comparatively inexpensive and is going to be
used here and around the world. Our administration appreciates
environmental concerns regarding coal and will devote technology
to answer those concerns and to guarantee the future widespread
use of coal. That’s the rationale between the President’s Clean Coal
Power Initiative, which seeks $2 billion over 10 years to companies
that work on and test technologies that improve power plant gen-
eration and emission of coal.

In addition, we recognize carbon management requires special
attention and that’s why our budget this year features a 60 percent
increase for research into carbon sequestration, which in my view
and I think in our judgment will be a key to finding methods and
technologies to reduce, avoid or capture greenhouse gas emissions.
More importantly, it is that interest as much as any which was be-
hind our recently announced coal-powered generation project of the
future, we call it Future-Gen, which will lead us to operate the
world’s first coal-fired, emission-free power plant. Future-Gen will
take on the challenge of cutting electricity emissions and sequestra-
tion of greenhouse gasses and promote the increased use of hydro-
gen in meeting future energy needs. It is one of, I think, the most
bold steps we can take towards a pollution-free energy future.

In addition to the game-changing research in the clean coal area,
we are likewise engaged in another initiative that in my judgment
will lead us to a transformation in the energy world with the devel-
opment of hydrogen fuel cells, as Senator Dorgan referred to ear-
lier, as a power source. Hydrogen is the most abundant element in
the universe, with nearly a limitless supply, and the use of hydro-
gen eliminates many of the consequences currently associated with
fossil fuels. Our administration is very optimistic about the use of
hydrogen as the transportation fuel of the future. As the President
noted in his State of the Union address, we are similarly exploring
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the use of hydrogen to generate electricity to heat our homes and
power our businesses, proposing to spend about $1.7 billion dollars
on hydrogen fuel cell research and development, and the develop-
ment of the transportation applications of hydrogen.

PREPARED STATEMENT

I can think of no other program with the potential payoff for our
Nation’s security, our economic security, our foreign policy and es-
pecially for the environment as the work we’re going to be doing
on hydrogen. I think some day people may look back on that initia-
tive as one of the greatest achievements of this time, and perhaps
connect it up to the activities of this subcommittee. We look for-
ward to working with the committee on these exciting new ven-
tures as well as our ongoing work related to weatherizaton assist-
ance programs, natural gas, and a host of other topics that time
doesn’t permit me to go into discussion at this moment of these
various other initiatives, as well as the ones I mention in my writ-
ten testimony. I look forward in the Q and A session to having the
chance to respond to any questions that you might have.

[The statement follows:]

PREPARED STATEMENT OF HON. SPENCER ABRAHAM
INTRODUCTION

Mr. Chairman, and Members of the Subcommittee, it is a pleasure to be here
today to discuss the President’s fiscal year 2004 Budget request for the Department
of Energy (DOE).

The total fiscal year 2004 Budget request for the Department of Energy is $23.4
billion (excluding $123 million advanced appropriated/deferred from fiscal year
2003). This amount is $1.2 billion above the fiscal year 2003 appropriated level. This
Administration recognizes the critical contribution our work on defense, energy se-
curity, the environment and world-leading science and technology makes to a peace-
ful and prosperous future. Of the total $23.4 billion request, $1.7 billion is requested
for programs funded in the Interior and Related Agencies Appropriation under the
jurisdiction of this Subcommittee. The $1.7 billion Interior Appropriations request
is $76.7 million less than appropriated in fiscal year 2003.

The total fiscal year 2004 Budget continues the Administration’s commitment to
ensure national defense and safeguard the Nation’s energy security through ad-
vances in science and technology, as well as fulfill our obligation as the environ-
mental stewards to our communities. While DOE’s national policy objectives have
not changed, this budget reflects a new approach toward conducting business at the
Department of Energy. Reengineering efforts that we began in fiscal year 2002 have
taken shape: programmatic activities are better focused to achieve primary mission
objectives, budget priorities are set with improved measurable performance criteria,
and corporate management initiatives reflect aggressive implementation of the
President’s Management Agenda.

The President’s fiscal year 2004 Budget for the Department of Energy reflects,
and addresses, the critical challenges we face today and will continue to face in the
coming decades. I have charted a course for the Department of Energy that empha-
sizes DOE’s critical contributions to the Nation’s national security and provides for-
ward-reaching solutions to America’s energy problems. My priorities are to meet our
responsibilities to maintain the nuclear stockpile; expand and make more com-
prehensive our non-proliferation activities; accelerate the environmental cleanup
program; develop 21st century cutting edge advanced fuel cell and alternative en-
ergy technologies; maintain coal as a major, low-cost, domestically produced, energy
resource through the Coal Research initiative; build and maintain a stable and ef-
fective national defense program to respond to the guidance in the Nuclear Posture
Review with special emphasis on revitalizing laboratory and production plant infra-
structure; continue our leadership to ensure nuclear power remains a key energy
resource; and maintain a world class scientific research capability. The fiscal year
2004 Budget is focused to deliver on these priorities.
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As part of the Department’s Strategic Planning process these priorities translate
into six overlapping Departmental goals that form our core mission of National Se-
curity. All of the Department’s planning and budgeting for fiscal year 2004 drives
toward these six goals:

—DMaintain a safe, secure and reliable nuclear deterrent

—Control nuclear proliferation

—Reduce dependence on energy imports

—Achieve a cleaner, healthier environment

—Improve our energy infrastructure to ensure the reliable delivery of energy, and

—DMaintain a world-class scientific research capability

Formulation of this year’s budget reflects significant management changes occur-
ring within the Department of Energy. Guided by the President’s Management
Agenda and my management reforms started in fiscal year 2003, this budget imple-
ments integrated, long-term program planning and performance accountability. The
Department is implementing a five-year programmatic and planning framework to
provide an unprecedented opportunity to consider future impacts in determining
this year’s funding priorities. This budget was formulated to deliver measurable re-
sults to reach the Department’s strategic goals. This achievement is a significant
step toward reaching my key goal to focus DOE activities to adhere to the primary
mission of national security. By streamlining program activities and management
structures, the Department of Energy will more effectively and efficiently manage
and produce the results expected by American taxpayers.

PRESIDENT’S MANAGEMENT AGENDA AND NATIONAL ENERGY POLICY COORDINATION

Rising to the challenge of the President’s Management Agenda, the Department
is beginning to improve how it manages, budgets, and plans for all programs,
projects, and activities. By improving management, performance, and accountability,
the Department is striving for a level of performance that keeps DOE programs
safe, on track, and on budget. A system of scorecards is being used to evaluate the
effectiveness of various programs and allocate resources to achieve this end. Per-
formance measures are improving to ensure that they are specific, quantifiable, con-
cise, comprehensive, and relevant to the American taxpayer. Also, in accordance
with the President’s commitment to an expanded and effective electronic govern-
ment, DOE is centrally managing information technology investments to reduce
waste, increase productivity, and provide increased corporate services at lower cost.

Research and Development Investment Criteria.—The President’s Management
Agenda calls for consistent and sufficient evaluation of future research and develop-
ment (R&D) investments and past performance. In response, the Department devel-
oped internal guidance for programs to score their R&D activities against the Ad-
ministration’s applied R&D investment criteria. This approach focuses R&D dollars
on long-term, potentially high-payoff activities that require Federal involvement to
be both successful and achieve public benefit. The Department will continue to work
to develop consistent scoring and benefit estimation methods, to permit comparison
of applied R&D programs across the Department.

The applied R&D scorecard process is an important way the Department is inte-
grating performance into the budget. The scorecard process is in its second year of
development. The goal is to develop highly analytical justifications for applied re-
search portfolios in future budgets. This will require the development and applica-
tion of a uniform cost and benefit evaluation methodology across programs to allow
meaningful program comparisons.

The Department’s Science programs also participate in the government-wide effort
to evaluate basic research efforts against the criteria of quality, relevance, and per-
formance. As part of this first year effort for basic research programs, the Office of
Science has incorporated the principles of the investment criteria into the formula-
tion of its Congressional budget narrative.

Program Assessment Rating Tool.—In addition to the use of R&D investment cri-
teria, the Department implemented a new tool to evaluate the management effec-
tiveness of selected programs. The Program Assessment Rating Tool (PART) was de-
veloped by the Office of Management and Budget (OMB) to provide a standardized
way to assess the effectiveness of the Federal Government’s portfolio of programs.
While OMB’s objective for fiscal year 2004 was to evaluate 20 percent of each gov-
ernment agency, the Department of Energy reviewed nearly 60 percent of its activi-
ties through the PART process. The Departmental elements that participated were
Environmental Management, Science, Fossil Energy, Nuclear Energy, Energy Effi-
ciency and Renewable Energy, the Power Marketing Administrations, and the Na-
tional Nuclear Security Administration.
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The structured framework of the PART provides a means through which pro-
grams can assess their activities differently than through traditional reviews. While
some of the programs received less than favorable scores, the information exchange
between the Department and OMB proved quite valuable. The current focus is to
establish outcome- and output-oriented goals, the successful completion of which will
lead to benefits to the public, such as increased national security and energy secu-
rity, and improved environmental conditions. The Department will incorporate feed-
back from OMB into the fiscal year 2005 Budget and planning process, and will take
the necessary steps to continue to improve performance. The results of the review
are reflected in the Department’s fiscal year 2004 Budget. The refocusing of the Fos-
sil Energy Oil and Gas program was supported by the results of the PART review.

National Energy Policy Office.—The Department of Energy has established a Na-
tional Energy Policy Office to provide strategic direction within DOE and overall co-
ordination within the Federal Government with respect to implementing national
energy plan recommendations and activities to assure dependable, affordable, and
environmentally responsible production, delivery, and use of energy. This Office’s
mission is to achieve measurable performance results and consistency in imple-
menting our national energy goals through effective policy development, planning
and management strategies that are integrated into DOE’s budgeting process and
that foster interagency and intergovernmental coordination, generate public-private
collaboration, and enhance international cooperation. Through such coordination
and integrated policy planning and budgeting, the Office will assure performance re-
sults that advance and safeguard our national energy security objectives by assuring
access to reliable and affordable energy supplies through a balanced and diversified
portfolio of energy sources and modernization of energy infrastructure; securing con-
tinuous improvement in energy efficiency and conservation through technology re-
search development and deployment to manage effectively and extend our energy
resources, reduce demand and lower costs; assuring environmental progress and
sustainable growth; and assuring that a robust market guides pricing, technology
deployment, energy efficiency, fuel selection and energy systems.

INTERIOR AND RELATED AGENCIES APPROPRIATION BUDGET REQUEST

I would now like to address some of the specifics of our fiscal year 2004 Interior
and Related Agencies Appropriations request.

In total for fiscal year 2004, we are requesting $1.7 billion. This amount is $76.7
million less than appropriated in fiscal year 2003. By appropriation, we are request-
ing $519.3 million for Fossil Energy Research and Development; $16.5 million for
Naval Petroleum and Oil Shale Reserves; $36.0 million for the 6th payment in the
Elk Hills School Lands Fund; $875.8 million for Energy Conservation; $1.0 million
for Economic Regulation; $175.1 million for Strategic Petroleum Reserve; $5.0 mil-
lion for the Northeast Home Heating Reserve; and $80.1 million for the Energy In-
formation Administration. In addition, fiscal year 2003 appropriations action ad-
vance appropriated $36.0 million for the 5th payment in the Elk Hills School Lands
Fund and deferred $87.0 million of Clean Coal Technology balances into fiscal year
2004. This brings the fiscal year 2004 total to $1.8 billion.

I would now like to address some specifics of the Fossil Energy, Energy Conserva-
tion, and Energy Information Administration budget requests.

FOSSIL ENERGY BUDGET REQUEST

Mr. Chairman, when he took over as Assistant Secretary for Fossil Energy last
year, I asked Assistant Secretary Mike Smith to realign the Fossil Energy program
to focus virtually and exclusively on supporting three of the President’s top energy
and environmental initiatives: Clear Skies, Climate Change, and Energy Security.

To be included in the fiscal year 2004 Budget, Fossil Energy programs must ei-
ther support the development of lower cost, more effective pollution control tech-
nologies or help diversify the Nation’s future sources of clean-burning natural gas
to meet the President’s Clear Skies goals; expand the Nation’s technological options
for reducing greenhouse gases either by increasing power plant efficiencies or by
capturing and isolating these gases from the atmosphere; or measurably add to the
Nation’s energy security by providing a short-term emergency response (e.g., Stra-
tegic Petroleum Reserve) or a longer-term alternative to imported oil (e.g., hydrogen
and methane hydrates).

President’s Coal Research Initiative.—The fiscal year 2004 Budget continues to
meet the President’s commitment to spend $2 billion on clean coal research over 10
years by providing $320.5 million for the President’s Coal Research Initiative. Since
our budget testimony last year, the Department has made significant progress on
a new generation of environmentally-clean coal technologies.
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Our “first round” solicitation in the Clean Coal Power Initiative—the centerpiece
of the President’s clean coal commitment—attracted three dozen proposals for
projects totaling more than $5 billion. On January 15, 2003, we announced the first
winners of this competition—eight projects with a total value of more than $1.3 bil-
lion, more than one billion dollars of which would be provided by the private sector.
Industry has again stepped up to the table, offering both good ideas and significant
private sector cost-sharing.

In fiscal year 2004, we are requesting $130.0 million as the next “installment” of
the Clean Coal Power Initiative. At the present time, our plans are to issue competi-
tive solicitations every 2 years—the next one in the fall of 2004. As in the initial
solicitation, we propose to combine 2 years of appropriations (and any available
funds from prior solicitations) because of the size and scope of the projects.

The President’s Clean Coal Power Initiative is especially significant because it di-
rectly supports the President’s Clear Skies initiative. The first projects, for example,
included an array of new cleaner and cheaper concepts for reducing sulfur dioxide,
nitrogen oxides, and mercury—the three air pollutants targeted by the Clear Skies
initiative. To ensure that even more effective pollution control concepts continue to
emerge as candidates for future clean coal competitions, we are also requesting
$22.0 million for research into even cleaner and more affordable innovations for ex-
isting plants.

Several of the recently-selected Clean Coal projects also help expand the menu of
options for meeting the President’s climate change goal of an 18 percent reduction
in greenhouse gas intensity (carbon equivalent per GDP) by 2012, primarily by
boosting the efficiencies of power plants (meaning that less fuel is needed to gen-
erate electricity with a corresponding reduction in greenhouse gases). To position
even more advanced, high efficiency power generating concepts for future develop-
ment and testing, we are requesting $64.0 million to continue research into inte-
grated gasification-combined cycle and a companion effort in high-performance,
multi-fuel-capable turbines. A key aspect of these advanced power concepts—which
will make up key modules of our “Vision 21” emission-free power plant of the fu-
ture—is that they emit carbon dioxide in a way that makes the greenhouse gas easi-
er to capture.

Carbon management will become an increasingly important element of our coal
research program. Carbon sequestration—the capture and permanent storage of car-
bon dioxide—has emerged as one of our highest priorities in the Fossil Energy re-
search program—a priority reflected in the proposed budget increase to $62.0 mil-
lion in fiscal year 2004 from a fiscal year 2003 appropriated level of $39.9 million.

Carbon sequestration, if it can be proven practical, safe, and affordable, can dra-
matically enhance our long-term response to climate change concerns. It could offer
the United States and other nations one approach for reducing greenhouse gases
that would not necessitate changes in the way we produce, deliver, or use energy.

Beginning in fiscal year 2004, one of the cornerstones of our carbon sequestration
program will be a national network of regional partnerships. This Secretarial initia-
tive, which I announced in November, will bring together the Federal Government,
state agencies, universities, and private industry to begin determining which options
for capturing and storing greenhouse gases are most practicable for specific areas
of the country. We hope to start at least five of these partnerships in fiscal year
2004.

Our sequestration budget also includes support for the President’s National Cli-
mate Change Technology Initiative Competitive Solicitation program. Funding from
the Fossil Energy program will be combined with funding from the Office of Nuclear
Energy, Science and Technology and the Office of Energy Efficiency and Renewable
Energy to competitively fund technology R&D with the greatest potential to reduce,
avoid, or sequester gas emissions.

Another aspect of the President’s Coal Research Initiative is the production of
clean fuels from coal. Hydrogen has emerged as a major priority within the Admin-
istration and the Department of Energy as a clean fuel for tomorrow’s advanced
power technologies (such as fuel cells) and for future transportation systems. Within
the Fossil Energy program, we have allocated $5.0 million for research into new
methods for making hydrogen from coal.

To provide fundamental scientific knowledge that benefits all of our coal tech-
nology efforts, our fiscal year 2004 Budget also includes $37.5 million for advanced
research in such areas as materials, coal utilization science, analytical efforts, and
support for coal research at universities (including historically black and other mi-
nority institutions).

Other Power Systems Research and Development.—We are also proposing $47.0
million for continued development of fuel cells with an emphasis on lower-cost tech-
nologies that can contribute to both Clear Skies emission reductions, particularly in
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distributed generation applications, and Climate Change goals by providing an
ultra-high efficiency electricity-generating component for tomorrow’s power plants.
Distributed power systems, such as fuel cells, also can contribute to the overall reli-
ability of electricity supplies in the United States and help strengthen the security
of our energy infrastructure.

Natural Gas Research.—The President’s Clear Skies Initiative also provides the
rationale for much of the Department’s $26.6 million budget request for natural gas
research. Clear Skies legislation is likely to further increase demand for this clean-
burning fuel; even in the absence of new environmental requirements, natural gas
use in the United States is likely to increase by 50 percent by 2020.

Our natural gas research program, therefore, is directed primarily at providing
new tools and technologies that producers can use to diversify future supplies of gas.
Emphasis will be increased on research that can improve access to onshore public
lands, especially in the Rocky Mountain region where much of our undiscovered gas
resource is located. A particularly important aspect of this research will be to de-
velop innovative ways to recover this resource while continuing to protect the envi-
ronmental quality of these areas.

We also plan to establish a new industry-led, university consortia-based program
to develop breakthrough technologies that can help assure a continued supply of af-
fordable natural gas beyond 2015. The focus of this program will be on projects that
could revolutionize the way natural gas is supplied in the United States—a focus
that is well beyond the type of research industry is now doing.

Natural gas storage will also assume increasing significance in the United States
as more and more power plants require consistent, year-round supplies of natural
gas. Toward this end, we will initiate a nationwide, industry-led consortium that
will examine ways to improve the reliability and efficiency of our Nation’s gas stor-
age system and explore opportunities for LNG facility sitting.

The most significant change in our Natural Gas Research program is the new
work we are proposing in hydrogen. In keeping with our energy security goal of
finding alternatives to traditional transportation fuels, we are proposing to spend
$6.6 million to study innovative methods to produce hydrogen from natural gas. We
will ask industry, academia, and our national laboratories to submit new ideas on
hydrogen production and related research. Since the byproduct of gas-to-hydrogen
processes will likely be carbon dioxide, this effort will also include research on ways
to capture this greenhouse gas. This work will be closely coordinated with other ef-
forts in the Office of Fossil Energy to capture and sequester carbon dioxide.

Over the long-term, the production of natural gas from hydrates could have major
energy security implications. Hydrates—gas-bearing, ice-like formations in Alaska
and offshore—contain more energy than all other fossil energy resources. Hydrate
production, if it can be proved technically and economically feasible, has the poten-
tial to shift the world energy balance away from insecure sources of supply. Under-
standing hydrates can also improve our knowledge of the science of greenhouse
gases and possibly offer future mechanisms for sequestering carbon dioxide. For
these reasons, we are continuing a research program to study gas hydrates with a
proposed funding level of $3.5 million.

Oil Technology Development.—The President’s National Energy Plan calls atten-
tion to the continued need to strengthen our Nation’s energy security by promoting
enhanced oil (and gas) recovery and improving oil (and gas) exploration technology
through continued partnerships with public and private entities.

At the same time, however, we recognize that if the Federal oil technology R&D
program is to produce beneficial results, it must be more tightly focused than in
prior years. Consequently, our fiscal year 2004 Budget request of $15.0 million re-
flects a reorientation of the program toward those areas where there is clearly a na-
tional benefit rather than solely a corporate benefit.

One example is the use of carbon dioxide (CO.) injection to enhance the recovery
of oil from existing fields. CO; injection is a proven enhanced oil recovery practice
that prolongs the life of some mature fields, but the private sector has not applied
this technique to its fullest potential due to insufficient supplies of economical CO-.
A key Federal role to be carried out in our proposed fiscal year 2004 program will
be to facilitate the greater use of this oil recovery process by integrating it with CO
captured and delivered from fossil fuel power plants.

We will also refocus much of our Oil Technology program on a new Domestic Re-
source Conservation effort that will target partnerships with industry and univer-
sities to sustain access to marginal wells and reservoirs. These aging fields account
for 40 percent of our domestic production, yet contain billions of barrels of oil that
might still be recovered with ever-improving technology. A high priority effort in fis-
cal year 2004 will be to develop “micro-hole” technology. Rather than developing just
another new drilling tool, the Federal program will integrate “smart” drilling sys-
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tems, advanced imaging, and enhanced recovery technologies into a complete explo-
ration and production system. Micro-hole systems may offer one of our best opportu-
nities for keeping marginal fields active because the smaller-diameter wells can sig-
nificantly reduce exploration costs and make new drilling between existing wells
(“infill” drilling) more affordable. Using breakthrough technology like this to keep
marginal fields in production preserves the opportunity to eventually apply even
more advanced innovations that could recover even larger quantities of domestic
crude that traditional oil recovery methods currently leave behind.

Other Fossil Energy R&D.—Our budget also includes $124.3 million for other ac-
tivities in our Fossil Energy program, including $92.8 million for headquarters and
field office salaries, $3.0 million for plant and capital improvements, $9.7 million for
environmental restoration, $6.0 million for Federal matching funds for cooperative
research and development projects at the University of North Dakota and the West-
ern Research Institute, $2.8 million for electricity and natural gas import/export re-
sponsibilities, and $10.0 million for advanced metallurgical research at our Albany
Research Center. The increase in funding at the Albany Center (up from $6.0 mil-
lion in fiscal year 2003) reflects the Center’s growing role in developing better mate-
rials for fuel cells and in studying new mineral carbonation concepts for carbon se-
questration.

PETROLEUM RESERVES

The Strategic Petroleum Reserve and Northeast Home Heating Oil Reserve are
key elements of our Nation’s energy security. Both serve as response tools for the
President to use to protect U.S. citizens from disruptions in commercial energy sup-
plies.

Strategic Petroleum Reserve.—The President has directed us to fill the Strategic
Petroleum Reserve to its full 700 million barrel capacity. The mechanism for doing
this—a cooperative effort with the Minerals Management Service to exchange roy-
alty oil from Federal leases in the Gulf of Mexico—is working well. We have been
able to accelerate fill from an average of 60,000 barrels per day at the start of the
President’s initiative to a planned rate of 130,000 barrels per day for deliveries be-
ginning this month.

Because of the President’s “royalty in kind” initiative, we have achieved the Re-
serve’s highest inventory level ever, now at 600 million barrels. Our goal remains
to have a full inventory of 700 million barrels by the end of calendar year 2005.

Our fiscal year 2004 Budget for the SPR is $175.1 million, all of which is now
in our facilities development and operations account. We do not require additional
funds in the oil acquisition account because charges for transporting “royalty in
kind” oil to the SPR are now the responsibility of the oil supplier. Also, because we
have the authority to “borrow” funds from other Departmental accounts to support
an emergency SPR drawdown, we no longer require the same amount of standby
funding in this account. This has allowed us to use $5.0 million in funds previously
appropriated for this purpose to support a portion of our fiscal year 2004 Fossil En-
ergy R&D budget request.

Northeast Home Heating Oil Reserve.—We are requesting $5.0 million for the
Northeast Home Heating Oil Reserve, a decrease of $1.0 million from the fiscal year
2003 appropriated level. The decrease reflects cost savings realized from recom-
peting our commercial storage contracts. The 2-million-barrel reserve remains ready
to respond to a Presidential order should there be a severe fuel oil supply disruption
in the Northeast. A key element of this readiness is a new online computerized “auc-
tion” system that we implemented during the last year to expedite the bidding proc-
ess. Installing and testing the electronic system (including tests with prospective
commercial bidders) has been a major element of the Office of Fossil Energy’s role
in implementing the “e-government” initiatives in the President’s management
agenda.

Naval Petroleum and Oil Shale Reserves.—The fiscal year 2004 Budget request
of $16.5 million is a decrease of $1.2 million from the fiscal year 2003 appropriated
level. The Rocky Mountain Oilfield Testing Center (RMOTC), established at the
Naval Petroleum Reserve No. 3 in Wyoming, will be closed, resulting in a $3 million
per year cost savings. RMOTC is more appropriately a private sector activity. We
also intend to transfer the Naval Petroleum Reserve No. 2 in California to the De-
partment of the Interior by the end of fiscal year 2003, although the transition and
certain environmental compliance activities will continue into fiscal year 2004. We
further expect to be able to reduce our funding requirements for equity redetermina-
tion studies for the Government’s portion of the Elk Hills Naval Petroleum Reserve
No. 1, which was divested in 1998. Of the four producing zones for which final eq-
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uity shares had to be finalized, three have been completed; the fourth (the Shallow
il Zone) is expected to be finished in fiscal year 2005.

ENERGY CONSERVATION BUDGET REQUEST

For our Interior appropriation funded programs in fiscal year 2004, we are re-
questing $875.8 million, $16.0 million less than appropriated in fiscal year 2003.
The decrease reflects a shift in priorities among activities supported by the different
appropriations, consistent with the Administration’s R&D investment criteria and
PART results, as I will describe through my testimony.

Mr. Chairman, our fiscal year 2004 Budget reflects the new organization within
EERE. Two years ago, EERE was divided into 31 programs, in 17 offices, stovepiped
into 5 market sectors. There were multiple overlapping layers of management and
duplicative and inconsistent business systems that generated significant inefficien-
cies and made it difficult to ensure accountability.

In response to the President’s Management Agenda, we launched a dramatic re-
structuring of the EERE program in April 2002. This restructuring eliminated the
5 market sectors and 17 offices, streamlined 31 programs into 11, eliminated up to
four management levels, and centralized administration functions into a single sup-
port organization with a focus on developing consistent, uniform, and efficient busi-
ness practices. This is the most dramatic restructuring of EERE in at least 12 years
and arguably in its history.

The restructuring combined all the hydrogen and fuel cell activities, formerly scat-
tered across 2 market sectors and 3 programs, into a single program for greater effi-
ciency and synergy. It also combined all the bioenergy-related activities, formerly
scattered across 3 market sectors and 3 programs, into a single program focused on
advanced biorefineries.

The fiscal year 2004 Budget is fully aligned with EERE’s new management struc-
ture and strategic goals and together they will provide greater synergy and in-
creased efficiency and productivity in the R&D and deployment activities lead by
EERE.

EERE’s R&D and technology deployment efforts supported by the fiscal year 2004
Budget will provide Americans with greater freedom of choice of technology, while
providing increased energy security, and reducing financial costs and impacts on the
environment.

Mr. Chairman, the Energy Conservation budget request has been developed with
these challenges and opportunities in mind.

FreedomCAR and Vehicle Technologies.—The FreedomCAR and Vehicle Tech-
nologies (FCVT) Program is developing more energy efficient and environmentally
friendly highway transportation technologies to help reduce United States petro-
leum consumption. The long-term aim of the program is to develop “leap frog” tech-
nologies such as hydrogen-fueled vehicles to provide Americans with freedom of mo-
bility along with energy security, lower costs, and lower environmental impacts. Pro-
gram activities include research, development, demonstration, testing, technology
validation, technology transfer, and education that could achieve significant im-
provements in vehicle fuel efficiency and displacement of oil by other fuels which
ultimately can be domestically produced in a clean and cost-competitive manner.

In fiscal year 2004, the Department is requesting $157.6 million, a decrease of
$19.7 million below the fiscal year 2003 appropriated level for the FreedomCAR and
Vehicle Technologies program. The FreedomCAR portion of the budget is $91.1 mil-
lion, an increase of $5.5 million above the fiscal year 2003 appropriated level. All
funding for transportation fuel cell and hydrogen infrastructure activities is in-
cluded in the Hydrogen, Fuel Cells, and Infrastructure Technologies program to ac-
celerate RD&D activities to support both the FreedomCAR partnership and Presi-
dent’s new Hydrogen Fuel Initiative.

Fuel Cell Technologies.—In fiscal year 2004, we are requesting $77.5 million, an
increase of $22.4 million above the fiscal year 2003 appropriated level for Fuel Cell
Technologies from Interior Appropriations. The fiscal year 2004 Budget supports
fuel cell cost reduction and initiation of a fuel cell vehicle test and evaluation pro-
gram.

Americans currently depend on foreign sources for 55 percent of our oil-a depend-
ence that is projected to rise to 68 percent by 2025. Since two thirds of the oil we
consume is used for transportation, we must focus on alternative means of fueling
transportation from domestic resources if we ever expect to reverse this trend.

Hydrogen fuel cell vehicles require no petroleum-based fuels and emit no pollut-
ants or carbon dioxide. Their development and commercial success would remove
personal transportation as an environmental issue and substantially reduce our de-
pendence on foreign oil
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The hydrogen needed to fuel these vehicles is domestically available in abundant
quantities as a component of natural gas, coal, biomass, and even water through
electrolysis using renewable or nuclear power. The challenge is to economically
produce, deliver, store, and distribute hydrogen for use as a consumer fuel, and to
engage the broader oil, energy, and power companies in this effort. To meet this
challenge, the President’s fiscal year 2004 Budget proposes a new Hydrogen Fuel
Initiative, a $1.2 billion effort over five years, which will accelerate research and de-
velopment activities to solve technical challenges in hydrogen production, delivery,
storage, and distribution. When the vision of the President’s Fuel Initiative is
achieved, hydrogen will power the fuel cells that provide energy for our cars, trucks,
homes, schools, and businesses.

To support FreedomCAR and the Hydrogen Fuel Initiative, we need to make sig-
nificant research and development investments to develop vehicles powered by hy-
drogen fuel cells and the infrastructure to support them. The government will be
to help fund and coordinate the high-risk R&D work of numerous private sector
partners and our National network of science laboratories. Government coordination
of this undertaking will help resolve one of the difficulties associated with develop-
ment of a commercially viable hydrogen fuel cell vehicle: the “chicken and egg” ques-
tion. Which comes first, the fuel cell vehicle or the hydrogen production and deliv-
ery-refueling infrastructure to support it? The President’s Hydrogen Fuel Initiative,
in conjunction with the FreedomCAR partnership, answers the question by pro-
posing to develop both in parallel; that is, to augment the already significant invest-
ments in vehicle technologies with new investments in hydrogen and fuel cell tech-
nologies. By so doing, Federal investments can help advance commercialization of
hydrogen fuel cell vehicles and infrastructure by 15 years, from 2030 to 2015.

These efforts will enable the development of hydrogen fuel cell vehicles for the
showroom floor by 2020. Success of these programs will begin to eliminate the need
for imported oil, while simultaneously reducing emissions and greenhouse gases
from America’s transportation fleet without affecting the freedom of personal mobil-
ity we demand.

Weatherization and Intergovernmental Activities.—In fiscal year 2004, we are re-
questing $357.0 million for Weatherization & Intergovernmental Activities, $42.5
million more than appropriated in fiscal year 2003.

The Weatherization and Intergovernmental Program activities support the Presi-
dent’s National Energy Policy recommendations for rapid deployment of clean en-
ergy technologies and energy efficient products. The program’s funding request also
supports the President’s commitment to increase funding by $1.4 billion over 10
years for the Weatherization Assistance Program, which improves the energy effi-
ciency of dwellings occupied by low-income Americans.

Our Weatherization Assistance Program request ($288.2 million, $64.7 million
above the fiscal year 2003 appropriated level), supports weatherization of approxi-
mately 126,000 low-income homes. Based on historical data, the program anticipates
that low-income families will save $1.80 in energy costs for every dollar invested
over the life of the efficiency improvements. The Weatherization Assistance Program
was assessed using the Administration’s PART and was rated Moderately Effective.

Our fiscal year 2004 request for other subprogram activities within the Weather-
ization and Intergovernmental Program are as follows: State Energy Program
Grants ($38.8 million, $5.9 million less than appropriated in fiscal year 2003), State
Energy Activities ($2.4 million, $3.0 million less than appropriated in fiscal year
2003), and Gateway Deployment ($27.6 million, $13.3 million less than appropriated
in fiscal year 2003). Within Gateway Development, there are several program shifts.
For example, to avoid duplication of efforts, funding for International Market Devel-
opment activities is now requested within the International Renewable Energy Pro-
gram in the Energy and Water appropriation. The National Industrial Competitive-
ness through Energy, Environment, and Economics (NICE3) activity is terminated
because the activities are within industry’s capability and do not match up well
against the Administration’s R&D investment criteria. Other activities are being re-
focused to ensure program performance can be meaningfully evaluated.

Building Technologies.—EERE’s buildings technology R&D programs address
technologies, techniques and tools to make residential and commercial buildings,
both in existing structures and new construction, more energy efficient, productive
and affordable. Strategies include system R&D to reduce overall residential and
commercial building energy use, R&D focused on energy end uses such as water
heating, food refrigeration, and clothes washing, and the development of building
energy efficiency codes and national equipment energy efficiency standards. The
Buildings program was assessed using the PART and was rated Adequate. Rec-
ommendations included refocusing R&D funding on long-term, high-risk, potentially
high-payoff activities; evaluating potential duplication of Building program activities
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funded via the Energy and Water appropriation; and developing better performance
measures. The request begins to address these recommendations.

Our fiscal year 2004 Budget for the Interior-funded portion of the Building Tech-
nologies program is $52.6 million, $6.8 million less than appropriated in fiscal year
2003. The funding supports a portfolio of activities that includes solid-state lighting,
energy efficiency improvement of other building components and equipment, and
their effective integration using whole-building-system-design techniques, as well as
the development of codes and standards.

Emerging Technologies R&D.—In fiscal year 2004, we are requesting $21.8 mil-
lion to conduct building components and equipment R&D. This amount is $9.4 mil-
lion below the fiscal year 2003 appropriated level. The request reflects a redirection
of near-term, low risk R&D in space conditioning and appliances to longer-term,
higher-risk activities with a greater potential public benefits. For example, we are
proposing a $5 million investment to expand our Solid State Lighting research ac-
tivities. Solid State Lighting represents a promising, new approach to efficient light-
ing systems. Our Solid State Lighting research will create the technical foundation
to revolutionize the energy efficiency, appearance, visual comfort, and quality of
lighting products by achieving efficiencies upwards of 70 percent (source efficiency).

Residential Buildings and Zero Energy Buildings R&D.—The fiscal year 2004
Budget is $15.2 million, an increase of $2.9 million from the fiscal year 2003 appro-
priated level. The Department will pursue systems research on five promising tech-
nology areas, enhance activities to apply practices and approaches developed
through Building America to existing residential buildings.

Equipment Standards and Analysis Program.—We are requesting $9.0 million,
compared with $9.6 million in our fiscal year 2003 appropriated level. The Depart-
ment will continue the development of equipment test procedures and standards.
We will be completing analyses that will add new products to the lighting and appli-
ance standards program.

Industrial Technologies.—The Industrial Technologies program partners with en-
ergy-intensive industries to develop and apply advanced technologies and practices
that reduce industry’s energy consumption and improve environmental performance.
In fiscal year 2004, we are requesting $24.0 million, compared with the $62.1 mil-
lion appropriated in fiscal year 2003, for the Industries of the Future (IOF) (Spe-
cific) programmatic area. The request reflects a determination that the program
supports some activities for which the private sector has sufficient incentive to pur-
sue without Federal support. The Department has re-focused its R&D efforts to
higher priority technologies within the EERE portfolio, including hydrogen and ad-
vanced fuel cell technologies. The activities that continue in the IOF (Specific) pro-
grammatic area will focus on bringing existing projects to successful commercializa-
tion and pursuing longer-term, higher-risk activities with significant potential pub-
lic benefits that industry would not undertake alone. We are also requesting $34.4
million, $2.1 less than appropriated in fiscal year 2003, for the IOF (Crosscutting)
programmatic area, which includes Industrial Materials of the Future ($13.6 mil-
lion); High Efficiency Combustion Systems ($2.0 million); Sensors and Control Tech-
nology ($3.8 million); and Industrial Technical Assistance ($14.8 million).

Biomass.—For the first time we have brought a diverse industry together and pro-
duced a vision and R&D roadmap that has increased the level of industry invest-
ment. This roadmap has allowed us to begin the process of rebuilding the program
and focusing on the most promising long-term opportunities for these technologies.
We have improved our collaboration with other Federal agencies, especially the De-
partment of Agriculture (USDA). In addition, the Farm Bill provided direction and
mandatory funding to USDA to work with DOE in advancing biomass technologies.
Our fiscal year 2004 request for Interior-funded portion of the biomass program is
$8.8 million, compared with $24.6 million appropriated in fiscal year 2003. The re-
quest supports continuing R&D on the thermochemical and bioconversion process,
and evaluating opportunities for the production of fuels and chemicals from inter-
mediates (“platforms”) such as sugars from biomass and starch crops, synthesis gas
from biomass gasification, and biomass oils. The request terminates black liquor
gasification activities, which do not align well with the R&D investment criteria, as
sufficient incentive exists for industry to pursue these activities alone.

EERE bioenergy activities were integrated into one office to help focus resources
on a limited and more coherent set of goals and objectives, increasing collaboration
with industry, reducing overhead expenses, and exploiting synergies among similar
activities in support of